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In response to a recommendation of the Commis­
sion on Auditors’ Responsibilities (Cohen Com­
mission) that additional guidance applicable to 
audits of small businesses was needed, the 
AICPA Auditing Standards Board formed a task 
force on Review of Existing Auditing Standards. 
Based on its study of the authoritative literature, 
the task force concluded that existing auditing 
standards are relevant for businesses of all sizes 
but that more explicit guidance should be 
developed on the appropriate implementation of 
the standards in audits of small businesses.
To assist the task force, the AICPA and Op­
penheim, Appel, Dixon & Co. sponsored a 
research project conducted by D.D. Raiborn, of 
Bradley University, to identify (1) the characteris­
tics of a typical small business audit client and (2) 
the frequency and importance of problems 
encountered in small business audits. A ques­
tionnaire was mailed to 1,431 practice offices: The 
response rate was 52 percent, with 739 offices 
answering. Of the CPAs who responded to the 
questionnaire, 92 percent represented practice 
offices of thirty or fewer professionals. The study 
produced a number of significant findings:
1. Two primary characteristics describe a typical 
small business:
• Concentration of ownership or operational 
control in one or a few individuals (owner/ 
manager dominance).
• Limited segregation of duties.
2. Some respondents showed confusion between 
generally accepted auditing standards (GAAS) and 
generally accepted accounting principles (GAAP) 
and often cited problems in applying account­
ing standards as examples of auditing issues.
3. Personnel with more experience are usually 
assigned to audits of small businesses than are 
assigned to larger ones.
4. Generally, smaller CPA practice offices be­
lieved that problems related to audits of small 
businesses occurred more frequently and were 
more important to the completion of the audit than 
did larger CPA practice offices and those with 
proportionately more audit revenue.
5. Widespread confusion exists about the audi­
tor’s study and evaluation of internal accounting 
control. Over 66 percent of the respondents 
indicated that they would perform compliance 
tests of internal accounting controls even if a 
preliminary evaluation indicated that the system 
could not be relied on. Although unnecessary, per­
formance of compliance tests does not impair audit 
effectiveness since the auditor also is required
to perform substantive tests of account balances.
6. In a small business environment, auditors 
generally could not rely on internal accounting 
controls, including owner/manager controls, to 
restrict substantive tests.
7. CPAs often receive incomplete responses to re­
quests for information on litigation, claims, and as­
sessments from the small business client’s attorney.
8. Forty-five percent of the respondents indicated 
that, at least occasionally, they accepted manage­
ment’s representations as audit evidence when 
completeness of recorded transactions could not 
otherwise be substantiated. In such circum­
stances, existing auditing standards require the 
auditor to qualify or disclaim an opinion on the 
financial statements.
9. Approximately 25 percent of the responding 
CPAs frequently encountered difficulty in commu­
nicating the contents of the client representation 
letter required by SAS 19.
10. Auditors generally encountered difficulty in 
applying analytical review procedures in the small 
business audit, particularly in planning the audit 
to identify areas requiring special attention and 
during the audit as a substitute for certain other 
direct tests of balances.
11. Related-party transactions did not cause 
significant problems in the small business audit. 
Respondents did not have significant difficulty in 
determining the existence of related parties, nor 
did they encounter significant client resistance to 
disclosing related-party transactions.
12. Auditors of small businesses generally did not 
encounter situations that impaired their indepen­
dence, such as the performance of management 
functions.
The AICPA Auditing Standards Division will 
publish the complete results of this research 
project as an Auditing Research Monograph early 
in 1982. The research has provided new insight 
into many of the problems encountered by 
auditors of small businesses, and the AICPA has 
taken various actions to provide practitioners with 
additional guidance in these areas. For example, 
early in 1982, the AICPA Auditing Standards 
Board plans to issue an exposure draft of a 
proposed Omnibus Statement on Auditing Stan­
dards. The proposed SAS will clarify, among 
other things, the minimum study and evaluation of 
internal accounting control that is required if the 
auditor does not rely on an entity’s internal 
accounting control procedures to restrict substan­
tive audit tests. This proposed amendment of 
SAS 1, section 320, also will explain (a) the 
requirement for an evaluation of the design of 
internal accounting control procedures that the 
auditor plans to rely on and (b) the auditor’s 
documentation of his review of the system of 
internal accounting control. The AICPA Auditing 
Standards Board also has formed a task force to 
develop guidance on the factors that affect the 
auditability of an entity and on the procedures the 
auditor should apply to satisfy himself about the 
completeness of recorded transactions. These 
two questions may be particularly significant in 
small business audit engagements.
The AICPA has also developed a continuing 
professional education course, “Audits of Small 
Businesses.” The objective of the course is to 
increase practitioners’ audit efficiency and effec­
tiveness by enabling them to identify potential 
audit problems and the appropriate audit ap­
proach in a small business engagement.
Further information can be obtained by contacting 
Dan M. Guy, Director of Auditing Research at the 
AICPA, (212) 575-6377.
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